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TABLE 
KEY ECONOMIC INDICATORS ~ EGYPT 
($ Millions except where indicated) 


Income and Production 1974 1975 


GNP - current prices . 10, 109 11, 500 (est. ) 

GDP - constant prices — 1/ ‘ 8, 136 N.A. 

Agric. Production Index = 118 122 

Cotton Production (1,000 M. T.) 440 390 

Crude Petroleum Production ‘ 7,600 11,700 

(1,000 M. T.) 

Persons Employed (thousands) . 9,039 N.A. 
Agric. Sector . (4, 213) N.A. 
Industry and related > (1, 503) N.A. 
Distribution sectors (1, 288) N.A. 
Service sector (2, 035) N.A. 

Population (thousands) ‘ 36,400 37,300 


Money and Prices 


Money supply (currency and 
demand deposits) ‘ 3, 648 4, es4r/ 
Domestic credit . é 705 9,710 / 
Foreign Assets (net) -554 -2, 3609/ 
External Bank credits (inc. 
undisbursed) 6/ X 2,700 2,488 

Price Indices: * 7 5/ 

Consumer ° 121.7 131.8 5/ 

Wholesale ‘. 123.9 130,5 = 


Balance of Payments 


Exports (F. O. B.) , . 1,540 (est.) 
Cotton 
Rice 
Petroleum 
Imports (C.I. F.) 
Unrequited Transfers 
Capital Movements: 
Long Term 
Short Term 
International Reserves 


Central Govt, Finances 


evenu 9/ 
xpen itures 2 





Main imports from U.S., 1974: Wheat ($171.1 million), 

corn ($68, 2 million), animal fat ($55, 2 million), cotton seed 
oil ($21.6 million), insecticides ($12.1 million), 

Main exports to U.S., 1974: cotton and cotton products 
($8.0 million), essential oil ($1.6 million), ferro alloys 

($0. 8 million), 


1/ 1972 prices 

2/1961-65=100 

3/Nov. 1975 

Z/1970=100 

3/July 1975 

6/end of year except Aug. 1975 

7/6 mos, total 

8/ Preliminary budget 

9/Including military (approx. 1/3 of total). 


Sources: IMF, IBRD, Central Bank of Egypt, Egyptian General 
Petroleum Corp. 





ECONOMIC TRENDS - EGYPT 


Summary 


The Egyptian economy is afflicted with severe balance of payments 
problems deriving largely from the burden of military expenses, 
increased consumer imports and ambitious reconstruction and 
development efforts, The lack of commensurate export earning 
power necessitates recourse to expensive short-term commercial 
credit and to foreign grant and loan assistance on a gigantic scale. 
The Government's economic liberalization policies, initiated in 1974, 
have yet to yield significant results in the area of foreign private 
sector investment, primarily because of the extreme shortage of 
convertible exchange available for proposed projects. Positive 
factors on the economic scene nonetheless are apparent; Egypt 
expects soon to be a net exporter of oil, Suez Canal revenues 
again are available and receipts from tourism are on the rise. 


U.S. exports have found an expanding market in Egypt, the 


largest Arab nation. The value of those shipments have doubled 

in each of the past two years and should exceed one billion dollars 
in 1976, Projected development activities forecast an upward trend 
over the short-term in capital goods imports, although foodgrains 
historically have been the largest import category. 





CURRENT SITUATION AND TRENDS 


The economic viability of Egypt is expected to depend for some years 
to come on sizeable infusions of foreign aid. The nation's merchandise 
trade account for 1976 almost certainly will reflect, as it has 
historically, a large imbalance, Exports have increased by some 
two-thirds since the 1973 war with Israel, but imports have risen 

by a factor of about four as the Government simultaneously has 
undertaken reconstruction and development efforts and has 

liberalized trade policies. Net receipts on services and remittances 
(largely of earnings by workers abroad) serve to reduce this deficit. 

It remains manageable, however, only by a combination of large-scale 
borrowing and great assistance, primarily from OPEC countries and 
the United States, 


Large-Scale Development Needs 


This growing balance of payments problem presents the Government 
with a truly monumental task in mobilizing and directing the resources 
available. Development and reconstruction are particularly indicated 
in the capital-intensive area of infrastructure improvement, 

Egypt's roads, transport facilities, communications, housing, 
electric power transmission and most other public services, for 
reasons related to military expenditures and to past political 
philosophy, have been in a state of decline for a decade or more, 

All require costly refurbishment, Additionally, the long-term and 
intractable problem remains of generating increased national 
production, savings and income in the economy, which is based 
largely on agriculture; per capita GNP continues at a low level 

(about $250) and has increased in recent years only marginally, if 

at all, 


Debt Management Difficulties 


Egypt has been forced in recent years to turn increasingly to 
commercial credit primarily as a means to maintain imports, Much 
of this funding has been in the form of very high-cost short-term 

loans which are coming due currently, adding significantly to debt 
management difficulties. Since 1974, substantial amounts of long-term 





developmental assistance have become available as well. Earlier 
obligations include large-scale commercial (and military) 
financing from the Soviet Union. With the exception of the debts 
to the Soviet Union, which are the subject of renegotiation as to 
terms, Egypt thus far has met most of its major debt obligations, 
but delays in payments do occur, 


Falling into arrears on debt repayments reflects the stark fact that 
Egypt is strapped for foreign exchange, Earning capacity is 

limited, population and consumption are rising, and development 
intentions are ambitious, The Government thus is faced with 
formidable debt management problems which severely test the 
capabilities of the financial expertise available. Domestic debt has 
risen about 50% since 1973; more importantly, however, non-military 
debt in the form of bank credit facilities has increased by some 

150% and medium and long-term obligations by more than 100%. 


Service of this debt in 1974 and 1975 was accomplished in part 
through massive capital transfers from Arab and Western countries. 
Egypt is faced with the same task in 1976, and proposes to meet 
the problem largely in the same manner, although the Government 
has taken decisions also to reduce spending in the administrative 
budget and has delayed certain investment plans. A good start 
toward obtaining vital financial assistance was made by President 
Sadat during his February 1976 State Visits to Saudi Arabia and the 
Gulf States; funds pledged as Arab aid total more than $700 million. 
U.S. assistance in 1976, as well, is expected to increase 
significantly over previous levels (see below). 


Five-Year Plan Projections 


The effect of this extreme shortage of foreign exchange, combined 
with the resultant absolute dependence on foreign aid, on Egypt's 
development plans is problematic, The formulation of a five-year 
oe covering the period through 1980 has been delayed repeatedly 

y uncertainties as to funding that will be forthcoming to cover the 
undoubtedly large gap between domestic savings and total projected 
spending. The Plan, when released, probably will specify ambitious 
targets, One example cited recently is the projection of a seven to 
eight percent rise annually in gross national product; others are 





accomplishment of increases over the next five years of 20% in 
agricultural production, 80% in industrial production and 120% 
in construction activities. The Plan is expected to call for the 
achievement of a balance in the merchandise export-import 
account by 1980. Obviously very large sums will be required to 
bolster the economy to this degree, whatever the precise details 
of the Plan in final form. 


"Open-Door" Policy 


Egypt in its thrust toward development - and in its move away from 
Soviet influence - formalized in 1974 a governmental policy decision 
to emphasize the growth of a strengthened private sector, This 
step, dubbed the "open door" policy, reflected a fundamental 
re-evaluation of the results of a decade or more of centralized 
public sector direction of the economy and a desire to reverse a 
trend toward increasing economic stagnation, Particularly hoped 
for under the Government's revised guidelines for the private 
sector is increased foreign investment as a means to create 
employment opportunities and, importantly, to improve Egypt's 
foreign exchange earning position. Private investment is invited 

in domestic enterprises and in a system of free zone operations, 


The significance of this policy decision in the economic field cannot 
be overstated, It marks a profound change in attitudes and 
expectations on the part of the nation's leadership after nearly a 
generation of looking exclusively to socialist solutions to pressing 
development problems, Results of the move, however, have been 
limited thus far largely to added import requirements to service 
the tourism and construction sectors and increased freedom in 
consumer imports, which have had the unwanted effect of 
exacerbating Egypt's foreign exchange problems, The ingress of 
foreign private capital has been minimal, except in the added 
presence of foreign banking operations and petroleum exploration 
ctivities, Investment in productive facilities under the "open door" 
policy have been particularly disappointing, A breakthrough by a 
well-known firm initiating a major investment project is yet to 
occur, and such an initiative likely is necessary as a signal to 





other potentially interested companies that Egypt's investment 
"door" is not only "open," but worth making the effort to enter. 
Substantial foreign investment may not occur before the investment 
laws are further liberaiized, 


Foreign Exchange Questions 


Problems associated with attracting foreign private investment 
center on foreign exchange, Official Egyptian assurances on 
repatriation of capital, particularly in relation to exchange rates, 
have not staisfied investor concerns. Evidently even more crucial 
to investment decisions, however, is the question of foreign exchange 
availabilities for profit remittances and for raw material and 
component imports needed in proposed production schemes. The 
Government is prepared to approve investment projects which 
export at least enough of their finished product to cover their own 
foreign exchange needs, Projects which are aimed predominantly 
at the domestic market, and projects which are predicated largely 
on import substitution as their justification, heretofore have not 
met the Gover:iment's development criteria for foreign private 
investment and have not been accepted, Government authorities 
charged with the responsibility for screening investment proposals 
perforce concentrate on the foreign exchange implications of given 
projects. This close public sector scrutiny of private foreign 
investment has had the effect of inhibiting project implementation, 
The consequences for the "open door" policy of continued delays in 
project approval, which are beginning to equate with disapproval, 
are predictable: international business interests will tend to look 
elsewhere to place their investment capital in production facilities, 


Symptomatic of Egypt's foreign exchange difficulties, which impinge 
so directly on debt and investment questions, is the multiple 
exchange rate system. The Egyptian Pound (LE) officially is 
exchanged at the somewhat unrealistic rate of LE 1.00 = $2, 56. 

This rate governs many governmental transactions, including most 
foreign trade conducted through public sector channels, and imports 
under a special program designed to make use of foreign currency 
deposits held abroad by individuals. Foreign investment funds, too, 
are converted at the official rate. The Government has in operation 





an additional exchange mechanism of major importance, the 
“parallel market," which applies to commerce abroad in a 
restricted range of commodities not traditionally traded by 

Egypt and to tourist transactions. The officially-sanctioned 
parallel rate, effective since February 1976, is LE 1.00 = $1.55. 
A number of other differing unofficial exchange rates are on the 
books for specialized purposes, And, as is normally the case in 
countries with restrictive foreign exchange regulations, there is 
a black market rate set by forces of supply and demand, Currently 
the black market quotation in hard currencies is some 15% more 
advantageous than the parallel rate and about 90% above the 
official exchange parity. The parallel market facility thus offers 
foreign exchange at something approaching the true value of the 
Egyptian Pound in international transactions, although limited in 
applicability, but the official exchange rate clearly is overvalued, 


The need for reforms inthe exc2ange rate structure and in other 
areas of fiscal policy is recognized by the Government, at least in 
principle, The system of subsidy arrangements to maintain 
artificially low prices on a variety of basic consumer goods, for 
example, has become burdensome in recent years to the point that 
means to reduce this large budget item are under study by the 
financial authorities. Other factors considered to be more 
important intervene, however, The Government is reluctant to 
devalue and to unify the exchange rate because of fear that the result 
will be added inflationary pressures which would adversely affect 
the lowest income groups. For related reasons, it is also hesitant 
to abolish or markedly reduce the subsidies on consumer commodity 
prices. The Government evidently views the far-reaching economic 
reforms urged upon it as entailing unacceptable political costs at 
this time, 


Positive Developments in Economy 


Several positive factors alleviate the sense of worsening crisis on 

the Egyptian economic scene, The most important is the regional 
relaxation of tensions, at least as they affect Egypt, as a consequence 
of the beginning steps taken toward finding a peaceful solution to 
problems with Israel. This fundamental change of policy, adopted 

at no small political risk and requiring a delicate diplomatic balance 





between conflicting interests in the Arab world, will eventually 
permit the dedication of significantly increased material and 
human resources to peaceful purposes. Military expenditures 
remain high, but at least war efforts now share with problems of 
economic development the attention of Egyptian policy makers. 


The return of important oil fields in the Sinai Peninsula area and 

the reopening of the Suez Canal are benefits to the Egyptian 

economy which flow directly from the Middle Eastern peace process. 
Both resources are expected to contribute materially and increasingly 
to hard currency earnings in 1976 and beyond, Due partly to 
production from recovered facilities, Egypt has become, in effect, 
self-sufficient in petroleum and expects soon to be in a net export 
position. Current projections based on recent new discoveries, 

and additional promising indications from ongoing exploration, 
indicate the country may become a significant oil exporter by 1980. 
Concessions have been granted to 29 foreign oil companies since 
March 1975, 


The Suez Canal, with its reopening in mid-1975, again has become 
a foreign exchange-earning asset for the Government, Estimates 
vary on how much the Canal's revenues will contribute to an 
alleviation of the balance of payments problem, especially in light 
of the changed traffic patterns of world shipping since the 1967 
war with Israel. Indications are, however, that Canal traffic is 
at the point of returning to pre-closure levels and that 1976 
revenues will total as much as $500 million, 


Tourism, too, is a reviving source of earnings with the lessening 
of tensions and the reduced likelihood of armed conflict, The chief 
constraint on the influx of visitors in this, the seat of the world's 
oldest civilization, is hotel space; as more hotels are built in the 
next few years, this invisible item in the balance of payments 
ledger will continue to rise. 


Another development, extraneous to the regional political-military 
situation, is the comparatively advantageous (for Egypt) status of 
certain world commodity prices at present. Prices are up for 
cotton, Egypt's single most important export, and down for wheat, 
her single most important commodity import. This fortuitous 





circumstance is expected to prevail over the short-term, providing 
a measure of much-needed relief in Egypt's international trading 
relationships, 


The Egyptian social and economic system continues, as well, to 
incorporate a number of the elements of an advanced state of 
development, despite the problems cited above. The population 
includes the product of an extensive educational system; trained 

or trainable manpower is available in virtually all fields related 

to industry and commerce, The banking sector is active and 
experienced and has been expanded during the past two years by 

the establishment of thirty or more foreign banking operations of one 
type or another, Agriculture, while traditional in outlook, is 
relatively productive when compared with other countries in the 
region, based as it is on multiple cropping of the fertile Nile Valley. 
Technological concepts are widely understood within the populace, 

if for no other reason than that large numbers of rural youth have 
served in the armed forces, Finally, Egypt boasts an "elite" of 
widely-travelled business, academic and government leaders, often 
educated abroad, who offer a considerable potential for the economic 
development of the nation in the years immediately ahead. 


IMPLICATIONS FOR U.S, BUSINESS 


Egypt, with its 37 million-plus population, is potentially by far the 
largest market in the Middle East. Ag such, U.S. exporters since 
1973 have increasingly directed their attention to filling local import 
requirements; total Egyptian imports from the United States have 
nearly doubled in each of the past two years, and should reach a 
level of over $1.0 billion in 1976. Food grains and edible oils are 
an important component of imports from the U.S., mostly under the 
provisions of PL.-480, but construction and road-building machinery 
is becoming a particularly significant product category, along with 
a range of manufactured items. As development efforts progress, 
imports of U.S. capital goods should by far out-value agricultural 
commodity totals. The much-needed Cairo hotel construction alone 
will offer attractive prospects for the supply of necessary equipment, 
materials and furnishings. 





Another area of potential interest to American exporters is the 
development program of the U.S, Agency for International 
Development (AID). If current plans materialize, U.S. assistance 
will total more than $900 million for commodity import and project 
activities during the 15-month fiscal year ending September 30, 1976, 
not including PL-480 sales. AID loans and grants proposed for 

the 12-month fiscal year 1977 are of the same magnitude on a 
prorated basis. A variety of projects are involved under the 
development assistance program, ranging from electric power 
plants to foodgrain storage facilities, which will call for the 

supply of capital equipment and other goods and services. 


Investment prospects for U.S. business are less than bright for 

the basic reason, noted above, of the Government's requirement 
that private sector-initiated projects generate sufficient foreign 
exchange to preclude the necessity for virtually any access to 
Egypt's extremely limited convertible holdings. Prospective 
investors will be well advised to so tailor their proposals. The 
potential for useful and profitable investment remains, however, 
either in domestic production facilities geared partially to develop 
local markets or in "off-shore" free zone operations designed to 
take advantage of Egypt's ideai location for export to the Arab market. 
One undeniable advantage in both kinds of project is the availability 
of a pool of low-cost semi-skilled and unskilled labor, Another 
attraction is the possibility in Egypt, as elsewhere in the region, of 
linking U.S. technology and management skills with Arab oil funds 
seeking investment outlets, Joint ventures combining those factors, 
possibly in conjunction with Egyptian public sector entities, likely 
are the most fruitful avenues for exploitation over the near term, 
As long as investors observe the Government's priority concern 
regarding foreign exchange, foreign capital-funded project proposals 
can expect to receive a sympathetic hearing from the investment 
authorities. 
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